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ABSTRACT 

Research on ownership has shown that the legal system explains the ownership concentration in the world. In the 
Anglo-Saxon countries, and among them the United States of America and Great Britain, regulations are strong and 
protecting minority shareholders. As a result, the company’s capital will be dispersed. However, in countries with a 
Franco-Saxon legal system, regulations concerning stock ownership are weaker, making expropriation easier. 
Consequently, firms’ ownership will be concentrated in these countries. This article suggests that regulations do not 
influence the distribution of ownership in Canadian companies. Also, results show that ownership structure of companies 
in Quebec is similar to the other companies in the rest of Canada. Even though, the two groups of companies are operating 
in two different legal systems, when comparing them, their results are very similar. 
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INTRODUCTION 

According to finance theory, a rational investor must diversify his risk by investing in several stocks. 
Lurthermore, according to the capital market described by the CAPM (capital asset pricing model) or the APT (arbitrage 
pricing theory), the stockholders own portfolio stakes and market portfolio. As a result, ownership of a company will be 
dispersed. However, the distribution of ownership, based on separation of ownership and control leads to additional agency 
costs. 

The aim of several researches about a separation of ownership and control is to find the optimal mix that will 
maximize the performance of organizations. Berle and Means (1932), reported that the separation of ownership and control 
contribute to the conflict between stockholders and managers who aims differ from the maximising of the firms value. 

Today, there are three basic understandings concerning the link between performance and the ownership structure: 
The thesis of converging interests, the thesis of neutrality and the thesis of entrenchment. According to the first thesis, 
proposed by Berle and Means and developed by Jensen and Meckling (1976), the higher the share of capital held by the 
managers, the higher the chance those managers will stick to the traditional goal of maximizing stockholders value. 
Demsetz (1983) suggested the neutrality thesis. He thinks that the maximisation of profits depend from the way that the 
firms are explored and the influence of their environment pressure. As a result, according to this thesis, all structures are 
equivalent. The third thesis states that the managers cannot be controlled and can choose to fulfill other goals than the 
maximising of the firm value. 
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Following an empirical study realized by Morck, Shleifer and Vishny (1988), they reach the conclusion that 
according to the region where the company is located, and the proportion of capital owned by the managers, the effect of 
convergence of interests takes over the entrenchment effect and vice versa. 

Fama and Jensen consider the organisations as a set of contracts and are affected by the principle of natural 
selection. Surviving organisational forms are the ones that are capable of minimizing agency costs when interests of 
stockholders and managers diverge. 

In order to limit these agency costs, financial theory studies several control mechanisms capable to limit 
manager’s opportunism. They researched ways to align management interests with those of the stockholders. The main 
objective of their study is to find out how to limit management opportunistic behaviour. The existence of a control system 
is necessary for the survival, the development and the protection of investor’s interests. These mechanisms are constituted 
by external and internal factors. The external parameters cover the market of goods and services, the market for qualified 
managers and the capital market. The internal control includes hierarchy, mutual auditing, and the board of directors. 
However, the available systems for controlling the opportunism of non-owners managers are limited; Managers expertise 
and information asymmetry makes any control mechanism inefficient. 

The presence of a major stockholder, whose wealth depends highly on the performance, is an obstacle to 
managers. An owner of a controlling majority stake will be able to negotiate and efficiently curb the opportunistic 
behaviour of management. 

Recent studies suggest that the Berle and mean’s (1932) model of widely dispersed ownership is not common. 
Furthermore, the structure of ownership changes from a country to another. It is more concentrated in certain countries 
than others where ownership is more dispersed. 

Laporta, Lopez-de-Silanes and Shleifer (1999) examined the structure of ownership in 27 countries. Their study 
documented the means to enhance control used by the controlling owners. In particular, they reported the use of dual-class 
shares, pyramids and cross-holdings to achieve control. The results of their study show different concentrations and 
distribution patterns in the structure of capital, when comparing different countries. According to this study, the suggested 
structure of ownership described by Berle and Means is valid only in the USA. 

Laporta, Lopez-de-Silanes and Shleifer show that the ultimate stockholders control a higher share of capital 
compared to their ownership rights because they are managing and controlling the company through pyramids. Firms are 
not controlled by experts and professionals but by owners that do not have necessarily the same interests with the minority 
shareholders. These managers-owners seems to be the only ones that enjoy dominant control over the companies and can 
expropriate minority shareholders easily. 

Laporta, Lopez-de-Silanes and Shleifer have shown that ownership is dependent from the political and legal 
system prevailing in each country: Ownership is dispersed and capital is atomized in the countries where the legal system 
is strong with a good protection of minority shareholders interests. However, when the legal system is weak, ignoring the 
minority shareholders interest, the structure of ownership will be concentrated in the hands of a few families which 
generally control the majority of companies operates in those countries. Gadhoum, Lang and Leslie Young (2001) have 
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confirmed the impact of the legal and political system on ownership structure. They have shown that, in the Anglo-Saxon 1 
countries, the political system protects the interests of minority shareholders and that situation explains the higher 
dispersion of ownership. In the Franco-Saxon countries, the structure of ownership is concentrated and inter-links among 
the companies are very complex. The hypothesis cannot be confirmed when considering ownership distribution in Canada. 
Although it’s an Anglo-Saxon country and having a strong relationship with the USA, ownership structure in Canada is 
similar to France. Therefore, it is considered to be a “Franco-Saxon” country. Canada is a puzzle for these authors because 
it’s a mix of Anglo-Saxon and Franco-Saxon community. As a result, it is difficult to explain ownership structure by 
analysing its legal system alone. 

This analysis allowed us to question the impact of Quebec, the most important Canada’s Francophone province, 
on the ownership distribution in Canada. So we have to compare Quebec with the rest of the country. Companies in 
Quebec are influenced by the French legal system, so their ownership distribution is like than in the Franco-Saxon country 
characterised with a high concentration. 

In this article we will try to confirm the work of Gadhoum, Lang and Leslie by analysing the company’s 
ownership in Quebec and comparing it with firm’s ownership in the other provinces of Canada. So we are using the same 
sample of Canadian companies and dividing it into two groups: Quebec and the rest of Canada. The characteristics and the 
structure of capital of each group were analysed in order to determine if there is some difference between companies in 
Quebec and in the rest of Canada. The aim is to study and compare the structure of ownership of each group. It will also 
show how Quebec can influence the ownership results found in Canada. 

LITERATURE REVIEW 

Berle and Means (1932) showed that the structure of ownership in the USA is dispersed; companies’ capital is 
owned by many small investors. This image of ownership structure was tested by several other studies in USA and in the 
rest of the world. Holderness and Sheehan (1988) showed that hundreds of US companies have at least one major 
stockholder 2 . Holderness, Kroszner and Sheehan (1998) found that ownership of US managers is higher than when Berle 
and Means completed their study. Other studies done on many rich countries show a significant concentration in ownership 
structure: In Germany, (Franks and Mayer 1994, Gorton and Shmid 1996), in Japan (Prowse 1992, Berglof and Perotti 
1994) and in Italy (Barca 1995). 

La Porta, Lopez-De-Silanes and Shleifer (1999) studied ownership structure in 27 countries. They concluded that 
ownership structure is concentrated and families control the majority of companies: 73% of companies managers are from 
the controlling family and 78.7% have one major stockholder. Results of their study show that concentration is not the 
same in all the world countries. The picture that is proposed by Berle and Means in USA does not reflect the situation in 
the other countries of the world. It seems that the model of Berle and Means is applicable only in USA. Shareholders 
control a higher proportion of capital compared with their ownership stake. This situation is due to the means of enhancing 
control used by the ultimate owners of firms. Generally, those companies are not controlled by expert managers but by 



'USA, Great Britain, Venezuela. 

2 According to these authors, the definition of a major shareholder whose control is more than 51% of the votes of a 
company. 
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owners who do not always have the same interests as the minority shareholders. These owner-managers seem to have a 
dominant decision, the authority and the interest to expropriate minor stockholders. 

In order to explain ownership distribution in the world, La Porta, Lopez-De-Silanes and Shleifer (1999) have 
classified countries in two groups. The first one is the common law countries with a strong legal system that protects the 
interests of minority shareholders. Consequently, this legal system prevents concentration and the stockholders are not 
interested to possess a large portion of capital since they cannot benefit from opportunistic strategies. The major investor of 
the firm cannot increase his wealth on the behalf of minority shareholders. The second group is the common law 
countries, where the system does not protect the minority interests and encouraging major stockholders to expropriate 
minority shareholders. So the ownership structure will be concentrated. Agency costs in these countries are not between 
managers and dispersed shareholders but between controlling owners and minorities shareholders since widely-held 
corporations are not common. According to La Porta, agency costs cannot be eliminated unless the legal system is radically 
modified by giving more rights to minority shareholders, limiting the use of multiple vote shares and pyramidal structure of 
governance. 

Claessens and A1 (2000) have studied the structure of capital of 2980 companies in Eastern Asia. They have found 
that two thirds of firms (2/3) are controlled by one major stockholder who manages alone his company. They have noticed 
that 10 of the largest families, in Indonesia and the Philippines, control more that half of the assets of these companies 
(57.7% et 52.5% respectively). 

Faccio and Lang (2000) have analyzed ownership structure of 3740 companies in 5 European countries. They 
discovered that ownership structure in Europe is concentrated and a few families 3 control 43.9% of firms. 

In Canada, since the 1889, legislation over the issue of ownership concentration is developing and growing in the 
parliamentary debates. Myers (1914) noted that less than 50 individuals control the third of Canada’s wealth. « The Royal 
Commission on Price Spreads » (1935) published a study on the issue of ownership concentration and it concluded that 
Canadian capital is far to be dispersed. 

Rao and Leeshing (1995) and Gadhoum (1995, 1999, 2000) have identified some of the characteristics of 
Canadian companies. They have showed that the majority of companies are controlled directly or indirectly by at least one 
major shareholder, that owns more than 50% of the votes rights, and 20% of their shares are owned by insider. 

In Canada, the concentration of ownership is high in controlled family companies and companies that are part of a 
group. Gadhoum (1995) shows that ownership structure of Canadian firms has some similarities with Japanese big group 
(Keiretsu) characterised with a complex relationships and managed by a few persons from the controlling families. 
Gadhoum, Lang and Leslie Young (2001) have shown that the legal system prevailing in each country can explain 
ownership distribution. The authors have made the distinction between the Anglo-Saxon countries and the Franco-Saxon 
countries. In USA and UK, the structure of ownership is more dispersed but in France, the ownership is concentrated in the 
hands of a few families. The study of Gadhoum, Lang and Leslie Young (2001) has shown that ownership structure of 



3 In order to calculate ownership and control, they have taken into consideration direct and indirect ownership, the use of 
multiple voting shares and many ownership structures like pyramidal structures, cross-holdings and reciprocal holdings. 
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Canadian companies is closer to French companies than to USA and UK firms. This situation leads these authors to 
classify Canada in the Franco-Saxon group. This slightly surprising result is explained by the impact of the Quebec 
companies influenced by the French legal system. 

RESEARCH HYPOTHESIS 

Until now we have showed how ownership concentration in the world is far from being close to the picture 
described by Berle and Means (1932). The companies with dispersed ownership are scarce. It is more frequent to see one 
major shareholder controlling firms. La Porta, Lopez-De-Silanes and Shleifer (1999), explained ownership distribution in 
the world as being related to the prevailing regulations in each country. In the countries where the legal system is strong 
protecting the interests of minority shareholders, investors seek diversification by investing small amounts in various 
companies in order to reduce risk of their portfolio. While in the countries where the legal system is weak, investors hold a 
large stake in companies in order to control firms effectively and increase their wealth by expropriating minority 
shareholders. 

Gadhoum, Lang and Leslie (2001) contributed to the literature studying of corporate governance by examining 
firms ownership structure in several countries in the world. The results of their analysis showed that the structure of 
ownership in the Anglo-Saxon countries is different that in the Franco-Saxon countries. In the USA and UK firms, 
shareholders don’t hold a large block of stock, however in France ownership is concentrated in the hands of few 
stockholders. The authors have shown that the Anglo-Saxon legal system does not encourage detaining large stake in firms, 
and Major shareholders cannot expropriate minority stockholders whose interests are protected by efficient political and 
legal system. 

Having the same characteristics as the USA, the Canadian legal system is strong and protects the interests of 
minorities. However, the results of the Canadian firm’s ownership are closer to the Franco-Saxon companies than Anglo- 
Saxon firms. 

Gadhoum, Lang and Leslie (2001) have noted that in Canada, 25% of the largest companies are widely held 
compared to 80% in the USA and 25% in France. This situation permitted to investigate the influence of companies in 
Quebec on the structure of ownership in Canada. Quebec is the only francophone province in Canada, which leads us to 
assume that the culture of its firms resembles more to France with a concentrated ownership structure. 

Taking into consideration the economic and political importance of Quebec in Canada, we are lead to assume that 
results found by the authors are exclusive to the Quebec firms. 

In this article we will compare the structure of ownership in Quebec with the rest of Canada. Our first aim is to 
test the influence of the legal system in the ownership structure of Canadian companies; Quebec firms operate in the 
Franco-Saxon legal system, so ownership concentration will be high and stockholders own large stake of voting rights. In 
the rest of Canada the distribution of ownership is similar to the Anglo-Saxon countries with dispersed ownership. Our 
second objective is to verify if ownership structure in Quebec is similar to the Franco-Saxon countries. Therefore, we will 
compare the ownership distribution of the Quebec firms with the French firms. 
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